Shanghai Rising in a Globalizing World*
When one thinks of world cities, a handful of names comes immediately to mind: New York, London, and possibly Tokyo (Friedmann 1998) .
1 They are classified as world cities because these large urbanized regions with their dense patterns of interaction are hubs of finance, communications, international transport, the global corporate sector, the publishing industry, fashion, and mass culture (Friedmann 1995) . These cities are in effect the key nodes in an increasingly networked global economy (Castells 1996) . They owe their position to the "spatial dispersion" and internationalization of production. The reorganization of the financial industry also has led to rapid increases in the already significant concentration of financial activities in these cities. Finally, the reconcentration of a considerable component of foreign investment activity and the formation of an international property market in these cities have further fed the economic core of high level control and servicing functions (Sassen 1991 ).
There are significant commercial advantages to becoming a world city with many regional aspirants such as Hong Kong, Miami, and Sao Paulo, but only a few with reasonable long-term prospects. One such candidate is Shanghai (Friedmann 1998, p.34-35) . In this paper, we first briefly explore the makings of a world city and identify certain necessary ingredients.
We then examine Shanghai's recent development. Thirdly, we indicate the kinds of policies, devised by both the national and municipal governments, that would enable Shanghai to graduate from being a national to a regional-and possibly, in the distant future, a global hub. And last we show how such policies are being imple mented in Shanghai.
World Cities
We start with the three premier cities-New York, London, and Tokyo-and ask what is distinctive about their past history, economic environment, and geographical location. How did they acquire their current status?
All three are the financial and cultural capitals of industrialized countries that are key players of the world economy. Taken together, the three countries account for close to half of global GDP and are hosts to the world's 20 biggest companies (by market capitalization), 22 of the 50 largest banks, and 24 of the 25 biggest securities firms (Wall Street Journal, Supplement on World Business, 27 September 1999). Thus, the current size of the economy or-as is the case of the U.K.-its worldwide preponderance in the not too distant past, is one reason for the salience of these cities.
All three cities enjoy a favored location within their respective countries. Their economies are intertwined with and benefit from a rich, diversified, and populous industrial hinterland. The neighborhood is both a source of economic strength but also a source of competitive pressure. A vast market provides the demand and the aggressive competitors that spur continuing dynamism. Although world cities have seen their fortunes fluctuate over the past 50 years-particularly New York-on balance they have pursued policies enabling them to maintain their historically determined positions at the top of the urban hierarchy (Abu-Lughod 1999).
All three cities derived a large measure of their past impetus from a broad industrial base and their role as regional-or national-transport hubs. But in the past three decades, each city has relied on the growth in demand for producer services (e.g. financial and management services) and generalized consumer services, while retaining some manufacturing activities-Tokyo is ringed by industry. Finance, other producer services-including research, insurance, accounting, and publishing-the entertainment industry, the medical sector, and education services are now the principal employers and the drivers of metropolitan prosperity in all three cities. The fruitful interaction and growth of the finance and the corporate sectors have been especially critical to the continuing dominance of these cities. This has also positioned them to reap the full benefits of the communications revolution from regional networking and from globalization (Clarke and Gaile 1998) . For instance, New York has become the location of a "Silicon Valley" comprised of companies specializing in multi-media software, creating Web sites, and online entertainment and related services.
Among the most remarkable developments during the past two decades is the explosive increase in computing power and the marrying of this capability with the equally dramatic expansion in communications capacity (Friedman 1999) . The two together have transformed and globalized the financial system, and they have vastly enlarged international production networks and helped increase the efficiency of supply chain management. These networks have dispersed sequential production processes across national borders so as to reduce costs, improve market access and enhance competitive advantage. In the process, they have boosted crossborder trade, which tends to be managed from a few global or regional hubs (World Bank 1999a).
By being among the first to exploit the commercial opportunities offered by communications technology, the world cities have strengthened their position as financial hubs.
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In fact, because 80 percent of all international data transmission relates to financial transactions (Graham 1999) , investment in communications technology has enabled these cities to become the corporate nerve centers of globe-spanning production networks. Modern communications have made it far easier to manage dispersed business operations from centrally located headquarters that have access to a wide range of vital producer services. After experimenting with the dispersal of headquarters to secondary cities, where commercial real estate and housing costs are lower, most large corporations have found it advantageous to locate in the main urban centers in order to have full access to the desired mix of services. London, for instance, has the largest share of international business in areas such as cross-border bank lending, foreign exchange, and over-the-counter derivatives. While a trading culture of long standing has certainly contributed, London also owes its position in these contested markets to a benign regulatory environment and the quality of professional and support services.
Buttressing all of these attributes is the strength of market institutions and economic openness in all three countries. Legal and commercial institutions have provided the foundations for a thriving financial system and a robust corporate culture. But it is the openness that has served as the keystone: providing the traffic in ideas that have contributed to the many faceted commercial and cultural development of these cities, creating the vibrant milieu that attracts talented people, and providing workers the incentives to both explore and exploit technological possibilities. Recent research has linked openness with the spirit of inquiry, fruitfulness of research, entrepreneurial drive, the growth of trade, the speed of financial innovation, and cultural fruitfulness that stimulates change (Landes 1998) . World cities draw upon a range of economic, geographical and institutional strengths, but in addition they rely upon the energies released by openness.
The Chinese Context and the Future Role of Shanghai
Shanghai's prospect for acquiring the status of regional hub is undoubtedly tied to China's future development. Can China-a low-income country where about 70 percent of the population still lives in the rural areas-provide the conditions for Shanghai to be comparable to Hong Kong (Enright and others 1997) ? Among the East Asian regional centers, Hong Kong will retain an edge for at least several reasons. It enjoys the locational benefits that derive from it being at the intersection of Chinese and foreign social networks mediating the flow of capital.
This is an advantage acquired over more than a century during which social relations were bolstered by formal institutions (Meyer 2000) . Hong Kong is the most centrally located city relative to the other capitals in East and Southeast Asia. Moreover, if in the future, Asia's economic center of gravity shifts more to the southeast and the south (the clustering of high-tech industries in Guongdong and Fujian is a magnet), then cities like Hong Kong and Singapore are better positioned to service emerging demands (Kuroda 2000 , Ochi 1997 ). The growing significance of scale and network economies associated with key producer services suggests that regional hubs will remain few in number. In addition, there are large gains from the agglomeration of corporate and service activities in a handful of centers offering ample, multilayered opportunities for face-to-face contact, learning, and knowledge spillovers.
But this is not to say that the number of global and regional hubs will remain fixed. New regional centers could emerge as East Asia continues to develop and urbanize. As one of the most rapidly urbanizing countries in the region, China will experience the profound impact of urbanization on economic growth, the pattern of demand, income distribution, and a range of services. By one estimate, about a tenth of China's growth since 1980 can be ascribed to the effects of agglomeration economies. Moreover, urban Chinese hold 70 percent of the country's wealth, command incomes that are three times the rural average, and generate much of the demand for new consumer goods coming onto the market ("What the Chinese Want," Fortune, 11 October 1999). Furthermore, China's trade prospects, largely determined by urban centers, and the capacity to generate resources, give it a commanding lead over other countries in the region.
Often called the "crucible of modern China," Shanghai entered the stage of modern commercial and industrial development in the second half of the 19 th century (Wei 1987 ).
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During its golden age in the 1920s, with a population over 2 million, Shanghai was "a meeting ground for people from all countries, a great and a unique city, one of the most remarkable in the world" (Pott 1928, p.1) . The incursion of western mercantilism into this semi-colonial city and the establishment of China's first modern institutions of higher learning made it the financial and cultural center of the Orient. Ranked as the 7 th largest city in the world in 1936, no modern Asian city from that period could "match Shanghai's cosmopolitan and sophisticated reputation" (Yeung 1996, p.2) .
Today, with a resident population of 13 million and land area of 6,377 square kilometers in the metropolitan area, Shanghai is the biggest of three cities-the two others are Hangzhou and Wuxi-that together comprise the principal urban region in China (see Map 1). 4 The metropolitan area, governed by the Shanghai Municipal Government-equivalent to a provincial government because of Shanghai's special administrative status-consists of 15 urban districts (10 of them are located in the central city) and 5 suburban counties (see Map 2). Continuing efforts of decentralization have offered district governments substantial autonomy in tax collection, budget allocation, infrastructure provision, and planning.
Shanghai, with a GDP of $49 billion, has a per capita income of $3,712 (current dollars in 1999), a highly diversified industrial base responsible for 5.5 percent of national industrial output, and an expanding services sector (see Table 1 Shanghai's favor is the support and incentives it has received from the central government. The attention given to Shanghai represented in part the attempt by the center to promote development in the northern part of the country to balance the rapid advances taking place in the southeastern region (Ochi 1997) . Pudong, a newly developed area on the eastern side of the city, provides
Shanghai with an abundance of commercial and industrial space supported by good physical infrastructure, all constructed since the early 1990s (see Wu 2000) . Moreover, Shanghai has invested heavily in transport facilities and the latest fiber optics based on communications technology so essential for the growth of local producer services and for integrating with the international business community (Wu and Wong 1997 This leads to a third and related aspect of openness, which is the framework of commercial laws and regulations governing business dealings and financial transactions. The experience of East Asia and Latin America seems to have established some new findings and reaffirmed old lessons: there is no significant relationship between the openness of the capital account and economic volatility (Easterly, Islam and Stiglitz 1999) . However, the capital account should be fully liberalized only after achieving macroeconomic stability, ensuring that the banking system is strong and competitive and putting in place an effective regulatory system (Cooper 1999) . Where countries delay needed banking reforms and use this as a reason to defer capital account liberalization, urban development suffers, the deepening of financial markets is significantly slowed and much capital is allocated inefficiently. Producer services develop less rapidly and financial repression also affects the cost and access of small businesses to capital. All of these are likely to influence longer-term growth (Levine 1997) .
A major challenge for China during the medium term is to strengthen the financial system (Newfarmer and Liu 1998) . As markets become more sophisticated, new derivative instruments appear, and trade contacts continue to expand, restraining capital outflow is likely to prove extremely difficult and even containing inflows would pose problems. Thus capital controls are likely to inflict transactions costs, and raise borrowing costs for small and medium scale enterprises without achieving many tangible benefits in terms of protection from major shocks (Edwards 1999) . If they reduce the pace of banking reform they could involve a substantial waste of resources.
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Strengthening market institutions
Shanghai is embarked on the road to becoming a financial center, but it lags far behind Hong Kong. So far the central government and the municipal authorities have taken only the first few steps by creating some of the physical infrastructure and inviting international financial entities of all kinds to establish offices in the city. Commercial banks, investment and brokerage houses, insurance firms, other market makers, and telecommunications companies have responded by establishing footholds in the city. 19 In all, 52 foreign banks had established offices or commercial operations by the end of 1998. But thus far, the authorities have restricted retail banking activities, securities trading, and insurance. Foreign banks can only make local their currency loans to multinationals and joint venture partners, and raise capital for Chinese companies only in offshore markets. Many other elements must be put in place?for example, permitting foreign intermediaries to compete for local deposits and services such as credit cards and home mortgages?before Shanghai becomes even a regional crossroads for the international financial community (Chowdhury 2000) .
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One of these is the lowering, as is proposed under the soon to be adopted WTO rules, of barriers to trade-a step that would promote trade, sustain growth, and lead to a continuing decline in poverty. Second is the opening of China's capital account, which, along with full convertibility, would permit the freer flow of capital in and out of the country. A third is a framework of rules and laws governing financial and other entities that delineate and enforce rights in a transparent and predictable manner, especially those pertaining to contracts, intellectual property, bankruptcy procedures, and foreclosure. Fourth is a regulatory framework to monitor activities, build the institutions that will ensure stable market functioning and induce innovations conducive to growth as well as efficiency. Fifth, is the reform of financial entities to enhance their autonomy and efficiency and enable them to compete against foreign organizations, a development that would permit a gradual dismantling of the many curbs on the activities of foreign firms, including investment in Chinese banks. In 1999, the nonperforming loans (NPLs) of the four major state banks amounted to at least a fifth of their loan portfolios.
Furthermore, as state controlled banks channel over 75 percent of bank credit to state enterprises, half of which have been making losses during 1998-99, the percentage of NPLs is likely to increase. Return on assets in the banking system was less than 0.2 percent in 1999.
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The final element relates to the continuing development and deepening of the financial and insurance markets, a process that has been ongoing since the early 1990s. 
Pathways to the World City-Competitiveness and Livability
While the critical policies determining economic openness will be largely decided by the central government, and the prosperity of Shanghai's hinterland will be a function of policies pursued by a host of entities, Shanghai's municipal authorities also have a large role to play in enhancing the city's competitiveness and quality of life. This calls for action in a number of areas, building on a variety of ongoing initiatives. Shanghai is active in each of these areas, but it faces difficult choices and many steps may involve complex negotiations with the central government as well as neighboring provinces. This section outlines some of the progress Shanghai has made and likely hurdles it will face, including:
• A coordinated development of transport, housing, and infrastructure to minimize congestion and improve urban livability, through organizational streamlining and the use of new financial instruments.
• Industrial consolidation accompanied by land use policies inducing a shift of industry away from the core areas and permitting mixed commercial and residential use of prime urban land.
• Taking measures to ensure an adequate supply of entrepreneurship, skills, and labor from within the municipality and through migration.
Renewing urban infrastructure
Shanghai's determination to renew itself can best be seen in its effort to overhaul the city's aging infrastructure since the early 1990s. 25 Unmet demand is shrinking as Shanghai makes progress in virtually every infrastructure service (see Table 2 ). Improvements are particularly rapid in road construction, park expansion, and wastewater treatment. Enhancing its external linkages has been a key objective of infrastructure building in
Shanghai. Most of all, the new international airport that opened in September 1999 marks a significant step in the city's long-term goal to become an aviation hub in the Asia and Pacific region. 27 It will be connected to the planned Beijing-Shanghai expressway by a proposed highspeed railway supplemented by high-speed ferries running from a terminal adjacent to the airport to nearby ports in Zhejiang province (Shanghai Star, 19 March 1999 Investment in infrastructure services has increased steadily, with a greater emphasis on city streets, sewerage systems, and other municipal works (see Table 3 ). The infrastructure sector now receives the leve l of attention from the municipal government it deserves and accounts for about one-tenth of Shanghai's total fixed asset investment. 29 Much of Shanghai's success in renewing infrastructure can be attributed to a comprehensive program of resource mobilization and expenditure management beginning in 1990 (Yusuf and Wu 1997) .
First, municipal authorities have increased user charges for some infrastructure services including bus fares, gas supplies, water, wastewater discharge, and municipal sanitation services.
Second, Shanghai has begun to raise funds by leasing land, in the process attracting a large volume of FDI into real estate development including commercial and apartment complexes catering to foreign companies (Wu 2000) . Shanghai's population density, its relative prosperity, and the nature of commercial development now underway, means that real estate in the municipality is extremely valuable. This has induced many state enterprises to move their factories out of the downtown areas and lease the land for commercial purposes ("China's Land Grab," Far Eastern Economic Review, 13 April 2000) . Third, the city has set up separate transport and energy funds in municipal revenue collection, guaranteeing much of the funding for the two sectors. Last, since 1986 Shanghai has tapped into the international market to lure direct investment and build-operate-transfer schemes. 30 The issuing of domestic construction bonds also has been growing steadily, capturing the high level of household savings.
In addition, progress in infrastructure building would not have been possible without large-scale organizational reforms. As a part of Shanghai's reform to unify financial and administrative responsibilities for municipal bureaus, the Shanghai Urban Construction Investment and Development Company was formed in 1992 to mobilize, allocate, and manage funds for urban construction. Displaying an impressive record of achievement in infrastructure financing since its creation, this state-owned company has employed a wide range of financing mechanisms, particularly through such non-state channels as construction bonds, the stock market, and service concessions. It has entered into concessions with non-state enterprises to operate the bridges and tunnels across the Huangpu River. It also has established a number of subordinate entities, mainly in charge of water supply, which are listed on the Shanghai Stock Market (Wu 1999b ). Available official information shows that in 1995 and 1996, funds mobilized by the company accounted for about 76 percent and 90 percent, respectively, of Shanghai's total urban infrastructure revenue.
Another important element of Shanghai's institutional reform is greater managerial autonomy for public utility agencies. To the extent feasible, municipal service departments have been given full responsibility for planning, investment, operations, and maintenance. These departments also are adopting an independent cost-accounting system to facilitate sector management and financing. For instance, a sewerage company has been created to maintain the newly constructed sewerage system. A major reform materialized in 2000 when the city consolidated water and urban transportation functions?scattered across up to nine different municipal agencies in the past?into two bureaus that would have full authorities over decisionmaking, operations and maintenance (China Daily, 15 May 2000) . Other avenues, which would allow enterprises serving as contractors to provide selected services, are under consideration and some bus services are already under concession. The city is also commercializing some of its waste disposal business and a company from neighboring Jiangsu Province has won the contract to collect garbage, a job shunned by many locals (Shanghai Star, 24 July 1998).
Substantial progress has been made in raising the supply of better quality housing since the early 1990s through heavy investment (increasing from 2.6 billion yuan in 1990 to 43.3 billion in 1997, Shanghai Statistical Bureau 1998). The city is replacing 3.6 million square meters of endangered structures and shanty apartments, mostly in the old central city. The accessibility of housing to the average family is on the rise as a result of reforms, among the most comprehensive in the nation (Wu 1999a) . The city, employers, and employees all contribute through a newly established public reserve fund to finance housing purchases over time. Since 1998, all banks have been able to supply mortgages to qualified homebuyers on behalf of the public reserve fund. In addition to new home purchases, many people have bought property or use rights to the homes they were assigned under the old welfare housing system and some also trade such rights on the secondary housing market to acquire better housing.
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The creation of a mortgage finance market, the assignment of leasehold rights, and the permission to trade in the secondary market are important steps in housing reform. But the coverage remains fairly restricted, the residential property market is insufficiently differentiated and collateral requirements enforced by banks are strict, while the credit provided is relatively short term ("China Survey," Financial Times, 1 October 1999). Further reforms will be required to ensure that the large volume of public sector housing is properly commercialized by granting property/lease rights to current residents and the remaining publicly-owned welfare housing is adequately maintained.
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Further institutional reform also will be needed to minimize political pressures on infrastructure providers, giving them sufficient autonomy to collect fees, make price adjustments, undertake service planning and have incentives to assume full financial responsibility. Public agencies still have a long way to go in devising appropriate commercial rules and encouraging private participation and competition. Permitting majority private shareholders in infrastructure construction or wholly private infrastructure facilities is unlikely in the foreseeable future unless underwritten by build-operate-transfer schemes. And the private sector may be hesitant to incur greater responsibility and risk as investment in infrastructure provision is usually for a significant duration and the period of implementation can affect investment return. Private interests, therefore, may be better utilized in the areas of infrastructure operation and maintenance, with public transportation, waste disposal, and sanitation services as prime candidates.
Creating new space of production for industrial consolidation and investment promotion
Helping Shanghai to plant industrial roots a century ago, foreign investment is now a major force pushing the city ahead with systematic change. By 1998, the stock of utilized foreign investment reached US$38.6 billion, of which about US$6.3 billion involved technology imports (Shanghai Statistical Bureau 1999). FDI volume has grown rapidly, accounting for about three-quarters of all international investment in 1998. Because of its industrial depth, modernizing infrastructure, and skilled workforce, Shanghai has outpaced other Chinese cities in the race to attract FDI. 33 A return on capital investment, 2 percent higher than the national average (8 percent) is an additional inducement. The city is also courting more investors from the United States and Japan, while experiencing a decline of FDI originated in Hong Kong (see Table 4 ). Funding from overseas sources has been instrumental in the building of the city's new subway system, new industrial districts, and the hotel and other facilities needed to attract large numbers of businesses and tourists (Wu 1999b , Wu 2000 ). Shanghai's strategic location and external linkages, on the other hand, also lure domestic firms to invest in the city and use it as a springboard to the world market.
Reflecting the city's drive to rejuvenate its mature industrial base, manufacturing sectors Shanghai is likely to rega in its industrial edge and competitiveness through these industries as products from its traditional light industries (e.g. electronics, textiles, and garment) have been losing ground in domestic markets. Efforts also are taken to revamp the textile and garments industries through attracting more brand name fashions from overseas, and a series of international fashion exhibitions has been organized for this purpose.
Since the early 1990s, Shanghai's has been actively promoting investment in services, with the backing of the central government. Foreign insurers have been allowed to operate only in Shanghai, and all nine foreign banks currently licensed to deal in the domestic currency are in Shanghai's Pudong New Area (Asahi Evening News, 4 June 1999). The traditional face of the city's food markets and department stores also is being altered by international companies.
Deals jointly financed by funds from Hong Kong and Taiwan are helping Shanghai to rejuvenate its motion picture industry, which gave the city the title of Hollywood of China in the 1930s.
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FDI in the tertiary sector, however, appears to be stabilizing although the real estate sectors continue to attract a substantial amount (see Table 4 ). and exemption from import-duty for production materials used by these facilities (Wu 1999a ).
To ensure broad-based future development, the city is also strengthening the industrial, science, and technology capabilities of the new districts. The existing stock of FDI and the quality of services is gradually strengthening Shanghai's bargaining position vis-à-vis foreign companies, enabling it to press for joint ventures, local contracting and technology transfer (Yeung and Li 1999) .
The Pudong New Area is the focus of the effort to produce for the international market.
The designated space is a triangular area adjacent to and east of the central city, stretching from the east bank of the Huangpu River to the southwest of the Yangtze estuary and covering over 522 square kilometers. Planned for a three-phase development, Pudong is designed to relieve the spatia l pressure on old Shanghai. It already contains China's largest free trade zone, a fully operational export processing zone, a high-technology development zone, The rationalization of land use and the utilization of the new industrial estates, however, will not proceed smoothly unless the prevailing system of land allocation and charges is changed. Land lease awards need to be made through auctions with standard lease terms and payments rather than being assigned through negotiation. Land values, therefore, are determined through competitive and transparent auctions and not by public authorities. Evidence from a few cities, including Shanghai, suggests that central city factories could fully finance redevelopment if they were permitted to sell their land to real estate development corporations through competitive bidding procedures (Dowall 1993) .
Caution needs to be exercised as the new districts will inevitably compete with the central city for resources. It may be wise to prioritize their development as competition among them is not necessarily conducive to growth. The challenge also lies in pursuing specialization without foregoing the benefit of agglomeration. Shanghai's development funds will be insufficient if they are spread too widely and may be wasted in premature over-building. This is already evident in parts of Pudong where many new residential and commercial buildings remain vacant, largely the result of significant mismatches between supply and demand.
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Shanghai's property development is yet to be regulated by either a functioning land market or sound planning. 37 Many foreign investors appear not to be disturbed by the high vacancy rates in Shanghai's office and luxury housing markets, largely due to the belief that more overseas and provincial funds flowing into the city will continue to push the economy forward. Enthusiasm of city officials to benefit from selling land rights and to lure foreign 
Labor market prospects
While policy, infrastructure, and investment are certainly important, successful cities draw their energy from entrepreneurial dynamism and the quality of the workforce. In an economy with accelerating technological innovations and rising specialized service functions, the labor force needs good basic education and skills, and market institutions should permit a high degree of flexibility. Measures to ensure an adequate supply of entrepreneurship, skills, and labor will be one of Shanghai's biggest challenges as its state enterprises move away from the practice of providing the workforce with tenured employment and guaranteed pensions along with health, housing, and other benefits.
The foremost challenge is relocating workers displaced by the large-scale closure and divestiture of state enterprises, which is particularly difficult for middle-aged workers close to retirement in the city's core industries like textiles. Labor use in these enterprises is highly compartmentalized with workers trained in a narrow specialization. Therefore, the retraining of workers, either for reassignment within their enterprises in response to production shifts or to facilitate employment after closure, greatly influences internal and external labor mobility. For the moment, the city has opted for the absorption of surplus workers in low skill service operations where job prospects have multiplied and retraining is minimal. Specifically, these workers find employment in retail, repair and maintenance works, grounds maintenance, household services, and cleaning services.
Shanghai's workers command a wider range of skills compared to other industrial cities in China, but the share of professional and technical personnel lags far behind key global centers.
Shanghai has begun to address this educationa l gap and two measures have been taken to attract new, young talent into the city. Enrollment for local students in universities and colleges, as well as in vocational schools, has been increased substantially. 38 Shanghai also has relaxed restrictions on enterprises in hiring personnel with college or graduate education from other parts of China by allowing them more quotas for urban household registration. In particular, the city welcomes students who are returning from overseas, either temporarily or permanently, to open new businesses.
The rapidly aging population presents Shanghai with another difficult challenge. Those over age 65 accounted for 12.5 percent of the total population in 1996 and 13.3 percent in 1998, and on current trends are expected to account for 26 percent in the year 2020 (Shanghai Star, 5
June 1998). Shanghai now ranks uppermost among Chinese cities in aging population, about 20 years ahead of the national trend. It is perhaps the only city in China that is witnessing a phenomeno n similar to that occurring in countries with substantially higher income levels. A growing number of retirees demand a better pensions, housing, and medical benefits.
The significant growth in the share of old age cohorts in the population is partly the result of a low birth rate. As the one-child family planning policy has been fairly effective in large (1966) (1967) (1968) (1969) (1970) (1971) (1972) (1973) (1974) (1975) (1976) .
The projected decline in the city's workforce can be offset by an increasing volume of migrant workers, as is the case elsewhere in the world. 39 Shanghai is already relying on temporary migration (without change of household registration) as an alternative to permanent migration (with household registration change) in meeting its labor force needs. About 3 million temporary migrants and transients, largely permitted by relaxed migration policies, are now working and living in metropolitan Shanghai, most of whom do not have urban status and are therefore not counted as part of the resident population. Nevertheless, many temporary migrants stay in the city for a prolonged period of time and often with their families. 40 Without urban household registration, these temporary migrants are denied access to free education, subsidized housing, and pensions. The impact can be severe for migrant families with children. When families of large size migrate together, income disparities between urban residents and migrants also increase (World Bank 1997).
Accommodating migrants and attracting those with the required skills are likely to be a long-term issue facing municipal authorities. This will require a change in the provision of adequate housing as well as services. A new type of housing is becoming available in some areas of Shanghai-migrant housing complexes managed by sub-district and township agencies.
Some involve reuse of old temporary housing while others are new residential compounds built by large enterprises. Yet enterprise provided dormitories and private housing rentals are still the most common housing choices available to migrants, in which they live in conditions considerably worse than local residents.
To sustain, let alone improve, the quality of its workforce while preventing social stratification and urban poverty, Shanghai will have to tackle the laws governing migration.
Migrant workers and entrepreneurs will provide much of the human impetus for the city's future development. Housing reform, for instance, can help improve migrants' quality of life and prevent slum formation. Specifically, migrants can be allowed to participate in the secondary housing market, where apartments are more affordable. Migrants also need greater access to jobs and educational facilities previously open to local residents only. Of course, these measures do not fully address the costs and hardship migrants bear as a result of the household registration system, whose reform will have to be initiated by the central government. It is clear that the current practice of linking household registration and the provision of urban services is likely to widen the rural-urban divide and social differentiation within cities. To properly respond to the need for migration requires that this linkage be discontinued.
Conclusion
In a globalizing world, cities at or near the apex of the international urban hierarchy are among the favored few that have acquired large economic, cultural, and symbolic roles. As urbanization continues and service activities?especially information technology (IT) and finance related?take on an even greater prominence, the number of regional and global centers could increase, but only if they satisfy some exacting requirements. Shanghai, located in one of the most rapidly developing parts of the world, may well be one of them. If the Chinese economy can sustain its growth rate, it will rival the U.S. in a few decades. And if Shanghai is able to retain its preeminence in the Chinese context, then it is likely to be the East Asian city with the best prospect of becoming a global center.
However, Shanghai's chances depend on the extent to which China "opens up." 41 It also rests on a host of municipal policies that focus the municipality's industrial strength, substantially enlarge its base of IT and producer services, ensure an adequate supply of skills, expand the availability of housing and infrastructure services in line with demand, and improve the quality of life. Shanghai is in the vanguard of change in a number of areas, but, as we have indicated, the tempo of reforms needs to be sustained. In particular, it needs to nurture an internationally competitive services sector by dint of reform and by attracting FDI. The emphasis on industry, housing, and infrastructure will certainly have payoffs, but so long as the volume and quality of services lag, Shanghai will have difficulty making it into the ranks of regional hubs. Openness, combined with policy measures that induce competitiveness, is most likely to lead to outcomes that are in Shanghai's long-term interests.
Notes
* We wish to thank Josef Gugler, Yue-man Yeung, Xiangming Chen, Deepak Bhattasali, and participants in a National Research Council workshop for their insightful comments. 1 Friedmann defines world city as "a class of cities that play a leading role in the spatial artic ulation of the global economic system or designate a dimension of all cities that in varying measure are integrated with this system" (Friedmann 1998, p.26.) . Sassen (1991) uses the term global city to describe the very same cities -New York, London and Tokyo. She views these cities as nodal points for the coordination of processes and sites of production. Following the stock market collapse in Tokyo in the early 1990s, the metropolitan administration switched from the objective of a global city to one of becoming a lifestyle city (Gordon 1999) . 2 Because Tokyo has lagged behind with its reforms, its role as a financial hub is far less significant. On financial reform in Japan, see Hayes 2000. 3 Many academic volumes have been devoted to Shanghai's past, chief among which are Murphy 1953 , Howe 1981 , Wei 1987 , Johnson 1995 , Goodman 1995 , and Lu 1999 This population figure includes only registered permanent residents; it is the same throughout the text unless otherwise noted. An estimated 3 million temporary migrants, largely from rural China, also reside in Shanghai. The other major urban regions are Beijing-Tianjin-Tangshan and Hong KongGuangzhou-Shenzhen (Wang 1998 p.265 ). 5 Shanghai is the leading producer of many items in each of these categories, accounting for nearly half of all sewing machines produced and close to a third of power generating equipment (Yeung 1999 ). 6 Yeung (1999 notes that the Yangtzi Basin accounts for a third of China's population and 40 percent of GDP. 7 Shanghai is China's largest seaport, accounting for 18 percent of total cargo. The total volume of traffic handled by the Shanghai Port Authority in 1998 was 90.5 million tons, of which 21 million tons was coal and 27.6 million tons was containers. Bulk traffic -coal and fertilizers declined through the 1990s (Shanghai Statistical Bureau 1999). 8 Notwithstanding the fact that total trade is in the region of $420 billion (2000), making China the ninth largest trading nation with one of the highest B2B transactions in the world (Pearson 2000) . 9 See Martin and others 1999. Recent work by Frankel and Roemer (1999) provides added support for the relationship between trade and increase in incomes. They find that a one percent increase in the ratio of trade to GDP raises per capita incomes by one half percent by stimulating factor accumulation and productivity. The relationship between trade and growth has been noted in cross country studies by Warner (1995 and and Hartford (2000) . Review, 9 September 1999; and World Bank 1999b. 22 Development of the domestic financial market will be aided by a series of government moves, among which is the raising of the ceilings on stock market investments by insurance companies from 5 to 10 percent. This will increase the volume of liquidity available to finance new share issues ("China to boost liquidity in share market," Financial Times,21 March 2000). 23 It is projected that 2000 firms will be listed by 2010 and market capitalization could reach 13 trillion yuan. "China Equity Development," Oxford Analytica, 17 August 2000. 24 In fact, with two major financial centers already in the region-Tokyo and Hong Kong, there may not be a role for a third center of equivalent scale, especially given the advances in communications favoring a few large nodes linked to many smaller ones in a hierarchical system (Coyle 1997 ). 25 China devotes 10 percent of GDP to infrastructure and housing development, with housing alone accounting for 6 percent of GDP. This has resulted in an oversupply of housing in the medium and higher price range. 26 Shanghai's Narada Group, a private company, is one of a number of new firms involved in building and operating toll roads in the metropolitan area ("Roads to Riches," Far Eastern Economic Review, 23 September 1999). 27 The airport opened with a 4,000-meter runway and one terminal building, with an annual capacity of handling 20 million passengers and 0.75 million tons of freight. When completed eventually with the planned four runways, the airport will be able to handle 70-80 million passengers and 5 million tons of cargo every year (Shanghai Star, 19 March 1999 November 1998. 31 In the first half of 1999, more than 20,000 families engaged in such trading (Shanghai Star, 30 July 1999) .
32 In 1999, Shanghai terminated the welfare housing system that had been allocating housing to all urban residents at nominal rent levels, in either work units housing or municipal public housing. However, qualified low-income residents can still acquire such housing in the future, and many existing residents are not forced to purchase property/lease rights to their housing. 33 For instance, FDI inflows to Shanghai in 1998 were $3.64 billion as against $2.06 billion in Beijing and $2.52 billion in Tianjin (Shanghai Statistical Bureau 1999). 34 Recently a powerful animation company has been set up, with dreams of becoming China's Disney and subsequent creation of the nation's first higher-learning animation program ("China sets sights on animation," Variety, 3 January 2000). 35 A Software Park is being developed jointly by the Ministry of Information Industry and the city government. 36 By the first quarter of 1999, for instance, grade A office space in Pudong had a vacancy rate reaching 65 percent. Shanghai Star, 28 May 1999. 37 It is not clear whether, in a capitalist system, a functioning land market should be the sole mechanism through which urban land is allocated (see Haila 1999) . 38 The city has seen an increase in annual enrollment for universities from 19,000 in 1991-1995 to 30,000 in 1996-2000, for adult continuing education from 10,000 to 18,000, and for vocational schools from 22,000 to 35,000. See Shanghai Academy of Social Sciences, 1997. 39 Projections by several local research institutions show that, because of the aging population, the volume of resident workforce (age 15-59) will begin to decline after 2005 and by about 2 million in 2030. See Shixun Gui, "Shanghai's Population Trends and Social Security Pensions" (Shanghai: East China Normal University, mimeo, 1999). 40 For instance, the city's 1997 Floating Population Survey reports that close to a half million of migrants have lived in the city for over five years (Zhang and others 1998). So far the city allows migrants to stay for a prolonged period as long as they properly maintain and renew temporary residence permits. Periodically, the Public Security Bureau conducts random checkup and deports those without work and residence permits back to their origin. 41 An important influence will be the significant degree of foreign ownership of assets resulting from FDI. This could approach a third of total assets in five to six years. Note: TIFA, total investment in fixed assets. Public utilities include water supply and drainage, residential gas and heating supply, and public transportation. Municipal works include city streets, bridges, tunnels, sewerage, parks, sanitation and waste management, and flood control. Source: Shanghai Statistical Bureau, 1999.
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